International 
Marketing Information 
Series 


| 


oa 


Foreign Economic Trends 
and Their Implications 
for the United States 


May 1979 
Frequency: Annual 
Supersedes: 78-063 


Prepared by 
American Embassy 
Kinshasa 


Ww 


stares oF - 


Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 


U.S. Department of Commerce 
Industry and Trade Administration 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. An- 
nual subscription, $50. Foreign mailing, $12.50 additional. Single copies, 50 cents, available from 
Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





o 2 @ 


KEY ECONOMIC INDICATORS: ZAIRE + 
All values in millions of US $ Exchange rate: US $ = 1.53 zaires 
unless otherwise stated. 
% Change 
1977 1978 '76-'"77 '77-'78 


PRODUCTION 
GDP (constant 1970 prices) 2054 
Copper (1000 metric tons) ; 420.0 
Cobalt ; ; i367 
All minerals index (1970 = 100) a 100.0 
Agriculture index (1970 = 
Manufacturing index (1970 


100) ; 103.0 
= 100) : 96.1 
MONEY, CREDIT AND PRICES e 
(in millions of zaires) 

Money supply M1 

Net credit to government 

Net credit to business 

Consumer price index (1970 = 100) 


GOVERNMENT BUDGET 

(in millions of zaires) 
Receipts 
Expenditures 
Deficit 

BALANCE OF PAYMENTS AND TRADE e 
Total exports (FOB) 
Total imports (CIF) 
Balance of trade 
Overall balance (official 

settlements basis) 


EXTERNAL PUBLIC DEBT 3 
Total debt outstanding at 3008 3306 
beginning of year! 
Total debt service due” 176 317 
Service payments as % of 16.6 25.6 
export earnings 


All figures are Bank of Zaire data unless otherwise indicated and include most 
recent available revisions of prior year statistics. 


1978 figures for Money, Credit, and Prices and Balance of Payments are Embassy 
estimates. 


Public debt figures are based on IBRD data and take into account the 1976 and 
1977 Paris Club debt reschedulings. 


Including undisbursed. 


Does not include arrears on public debt service payments. 





SUMMARY 


Despite its impressive long-term economic potential, Zaire continues to be 
plagued by financial and administrative difficulties which sharply curtail 
economic development. The economic slump that began in 1975 when the price 
of copper plunged is only slowly beginning to show signs of abating. In- 
creasing debt service payments continue to consume large amounts of Zaire's 
available foreign exchange, restricting Zaire's ability to procure essential 
imports and thus producing declines in agricultural, industrial and mineral 
production. GDP has continued to fall in real terms, and inflation ran 

over 100% in 1978. Recent strength in copper prices, if sustained, and the 
steady rise in cobalt prices, could significantly improve Zaire's foreign 
exchange receipts in 1979 despite a continued decline in mineral production. 
This in turn should permit an increase in imports of essential raw materials. 
Zaire has also begun to take steps to improve the situation, primarily under 
the auspices of the International Monetary Fund (IMF) and the World Bank 
(IBRD). An IMF standby loan with $150 million in financing is expected to 
be in place by mid-1979, and this could be followed by Paris and London Club 
reschedulings of Zaire's official and private debt. Finally, the IBRD 
consultative group meeting may be held by year's end to review investment 
projects as part of the Mobutu Plan for economic recovery. Should all the 
above pieces fall into place by the end of the year, Zaire can expect to 
have laid the basis for an eventual economic recovery perhaps as early as 


1981. 


As Zaire struggles toward recovery, however, foreign exchange and government 
spending restrictions will continue to limit its possibilities as an export 
market for American goods. In 1979, significant US export sales to Zaire will 
be limited to those sectors which earn foreign exchange and for which funding 
by international aid institutions is available. The foreign exchange shortage 
will also limit most existing US investment in Zaire to modest levels of 
production and discourage new investment in the immediate future. However, 
Zaire's raw materials, electrical energy supplies and central market location 
all continue to attract potential investors, some of whom are staking out 
claims for future investments when economic conditions improve. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Declining Production and Rising Prices 


Zaire's economic fortunes in 1978 continued to follow closely those of 
Gecamines, the state-owned giant copper and cobalt producer. The rebel 
invasion and occupation in May of the town of Kolwezi, where Gecamines 
produces 75% of its copper and 90% of its cobalt, promised to make what 
was already shaping up as an extremely difficult year even worse by impaire 


ing Zaire's principal source of foreign exchange earnings. Fortunately, _ 
little damage was cone to Gecamines' Kolwezi facilities, and production quickly 


returned to normal. However, based on current trends, both copper and 
cobalt production could decline by 10% in 1979 as a result of growing 
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maintenance problems, fuel and spare parts shortages for mining equipment, 
and the difficulty in restaffing key technical positions with qualified 
expatriates. Rising US copper demand, declining world copper stocks, and 
production difficulties among major world copper producers had helped push 
copper prices as high as $1/lb. by April 1979. After a steady increase over 
the previous two years, cobalt proved the main price performer during 1978, 
however. Already in 1978 cobalt receipts amounted to 30% of Gecamines total 
mineral earnings and in 1979 cobalt is expected to edge out copper as Zaire's 
principal revenue earner. 


Agriculture: Growing Food Shortages 


Zaire's agricultural production continued to decline in 1978 re- 

flecting years of government investment neglect, the deleterious effects 

of specific governmental policies such as the 1973 Zairianization, which 
wreaked havoc with Zaire's plantation system, unrealistic and self-defeating 
crop price controls, and widespread deterioration in the transportation sector. 
Revenues from Zaire's traditional agricultural exports--coffee, rubber, 

palm oil--declined in 1978 due to lower world prices and export volumes. 
Zaire's food stocks also declined dramatically in 1978 as a result of the 
foreign exchange crisis, which limited food imports, domestic crop failures, 
and difficulties in marketing available production. Improved foreign 
exchange revenues in 1979 should enable Zaire to make necessary commercial 
food purchases but the problem of Zaire's growing addiction to food imports 
remains to be solved. 


Multilateral Recovery Efforts 


As a result of the May Shaba events, which brought the Zairian economy to 

a temporary standstill, the first of two Brussels conferences was convened 
in June, 1978, uniting interested donor countries, the EDF, IMF and IBRD in 
an effort to provide short-term emergency assistance to Zaire and help the 
government define a realistic medium-term economic recovery plan. The June 
Brussels conference resulted in donor country pledges of accelerated food, 
medical, and spare parts assistance linked,, however, to specific Zairian 
domestic economic reforms. These included increased repatriation of foreign 
exchange earnings, improved foreign exchange allocations, managerial reforms 
and the appointment of expatriate specialists at the Bank of Zaire, Depart- 
ment of Finance and Customs. A November Brussels conference subsequently 
was called to review the progress on emergency relief efforts, a new IMF 
standby agreement, and Zairian reform efforts. 


At both Brussels conferences Zairian agreement to an IMF stabilization program 
was widely viewed as the key to any eventual recovery in the Zairian economy and 
the sine gua non of continued bilateral assistance, The terms of the 1979 
standby are expected to be announced shortly, and probably will be much the 

same in general terms as those of the 1976 and 1977 stabilization programs. 

The key. elements should include limitations on the size of the budget deficit 
and related limits on credit expansion, strict control over foreign exchange 
spending for non-priority items, reduction of arrears on commercial and 

other debt, and a ceiling on wage increases. 
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Zaire has a $3.5 billion external public debt outstanding, and debt service 
payments have risen from 3% of export earnings in 1970 to 34% in 1978. The 
need for debt relief, which prompted the Zairian government to seek 
rescheduling of its official debts in 1975-1977 is again evident in 1979. 

A multilateral rescheduling of Zaire's 1978 and 1979 debt can be expected 
following an IMF standby agreement. The framework has been established by 
the previous "Paris Club" agreements, covering all payments owed to or guaranteed 
by official lenders. Extension of the previous two agreements to cover 
1978/79 maturities will, however, be contingent upon the conclusion of a new 
standby loan agreement with the IMF, and a "London Club" rescheduling of 
debt by private bank creditors, 


The Zairian government has launched its own bootstrap effort under the rubric 
of the Mobutu Plan. Originally envisioned by the Zairians as a Marshall 
Plan providing unrestricted funds from European, Japanese, Arab and North 
American donors, the Mobutu Plan has evolved toward a vague program which 
emphasizes internal Zairian economic reforms as well as foreign assistance. 
In particular, the Mobutu Plan emphasizes managerial reform at the Bank of 
Zaire, the Department of Finance, and parastatal companies. Nevertheless, 
the central thrust of the Mobutu Plan remains the relaunching of production 
through an ambitious investment program concentrated in the agricultural, 
transportation, energy and mining sectors. Foreign economic assistance is 
considered vital to the success of the Mobutu Plan. The IBRD, through the 
consultative group mechanism, has assumed a leadership role. 


Investment Climate 


Despite efforts by the Government of Zaire to attract more investment, 
foreign investors are put off by difficulties engendered by the foreign 
exchange shortage and crumbling infrastructure. During the past year, 
President Mobutu made several trips to Europe in an effort to woo prospective 
investors. Zaire offers an investment code that gives substantial tax 
incentives to new investors, and all major businesses that were nationalized, 
or zairianized, in the early 1970's have been returned to their former 
owners. Nevertheless, investors are reluctant to bring new money into 

Zaire primarily because the foreign exchange shortage prevents repatriation 
of earnings and hampers imports of raw materials and technical expertise. 
Poor transportation and communication within Zaire and acute fuel and power 
shortages in the interior discourage investment outside the Kinshasa area. 


There is currently about $200 million in American private investment in 
Zaire. Some American companies are planning to undertake new investment, 
but most are working at reduced levels. Gulf Oil, which heads a consortium 
of companies engaged in offshore oil production on Zaire's coast, is con- 
tinuing a $25 million water injection program to increase production, 
Minoterie de Matadi (MIDEMA), a flour milling company principally owned 

by Continental Grain, plans to begin construction of a second mill in 
Kinshasa. Constructeurs Inga Shaba, a consortium formed by two US conn 
struction companies, has completed 80% of the 1,000 mile Inga-Shaba power 





line. Manufacturers, like General Motors and Goodyear, however, are 
crippled by foreign exchange shortages that limit raw materials imports 

and keep production at less than 40% of installed capacity. In Shaba, 

Crown Cork closed its plant because of raw materials shortages, and 
Gardner-—Denver also closed its local agency. Societe Miniere de Tenke 
Fungurume, a prospective copper producer, about 40% US-owned, is still 

in mothballs. The most attractive potential for investment in Zaire 

at present are high energy consumption industries that can use Zaire's 
minerals resources and cheap electric power. Other areas worth investi- 
gating are timber, food processing, manufacturing for import substitution 
and plantation agriculture. Some potential investors are seeking protocols 
with the Government of Zaire which indicate an intention to invest and which 
give them priority to develop an industry. Few, however, have yet found the 
financing necessary to undertake their projects. 


Implications for the United States 


In spite of its economic d@difficulties, Zaire remains a significant market in 
Africa for US goods and continues to have long-term potential for US invest- 
ment. Companies which understand the foreign exchange restrictions and are 
able to identify customers that have access to foreign exchange will find 
the market worth cultivating , even today. 


In 1978, US firms exported $82 million worth of goods to Zaire, a heavy 
drop from $114 million sold in 1977, reflecting the effects of sinking 
revenues and tighter foreign exchange controls. Future sales will depend 
on Zaire's ability to generate and effectively allocate its own foreign 
exchange resources, as well as inflows of foreign aid. Zaire is currently 
receiving about $400 million a year in aid flows from bilateral and multi- 
lateral sources. 


Zaire is expected to earn about $2.1 billion from its minerals and agri- 
cultural exports in 1979. Of that, about $1.5 billion will be available 
for imports of goods and services. Also, if Zaire carries out its stabili- 
zation program successfully, an additional $150 million will be injected 
into the banking system in 1979-1980 by the IMF, most of which is expected 
to be used for priority categories of imports listed below, 


Allocation of these funds to importers is left to the Zairian commercial 
banks operating under guidelines established last July by the Zairian central 
bank. Under these rules each bank must allocate the foreign exchange avail- 
able to it according to the following formula: 25% invisibles, 33% specific 
essential foods and pharmaceuticals, 35% raw materials and semi-finished 
products for industry, spare parts, chemicals and utilitarian vehicles, 

2% energy, 5% non-priority imports (i.e., all items not listed above). 
Aithough exporters are required to repatriate all of their foreign exchange 
earnings to the banking system and are not officially guaranteed the use of 
any of their foreign exchange earnings, in practice exporters can expect to 
use at least 40% of what they repatriate for their own import needs. 
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The Zairian development lending institution, SOFIDE, is another important 
source of foreign exchange for new machinery imports. Supported by the 
World Bank and lines of credit from several foreign banks, SOFIDE lent 
$28.3 million in 1978 for new plant and equipment and expects to lend 
about the same amount in 1979. 


The World Bank currently has projects under consideration for Zaire 
representing a total investment of about $575 million. World Bank projects 
under consideration of special interest to American exporters are port, 
railway and road rehabilitation, construction of an oil pipeline between 
Kinshasa and the sea, rehabilitation of existing Gecamines minerals pro- 
duction facilities, and an ongoing program to build and furnish technical 
and teachers training institutes. 


Most aid projects financed bilaterally are tied to procurement in the 
lending countries. USAID project expenditures for goods for Zaire in 1979 
will be about $5.9 million and will be concentrated on vehicles, grain 
storage and milling equipment, agricultural research and laboratory 
equipment, and office equipment, 


Those areas where demand and capacity to pay will remain steady are in 

the export industries; mining; timber and coffee, The mining sector 

will continue to be a leading purchaser of American equipment. Agriculture, 
fueled by coffee money, will be buying heavy machinery for land clearance, 
tractors and trucks. Cold storage and refrigeration equipment in a country 
still heavily dependent on food imports will be a good seller. Small and 
medium-size generators and short-wave radio equipment are also in demand 
Since operations in the interior must by—and-large provide their own power 
and communications resources. Rail and river transport equipment will be 
purchased primarily through international tenders. However, since 
President Mobutu liberalized air transport in 1977, coffee magnates, 
frustrated at their inability to move their coffee out and their trade goods 
into the interior, have been buying cargo aircraft. A market for second- 
hand, bush-hopping, small planes has also emerged. 
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